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Plant and Equipment Expenditures by Foreign
Affiliates of US. Corporations, 1969—71

Foreign affiliates of U.B. corporntions
continue to expoct o large inerease in
capital spending in 1970, 16 percent
over last vear, to be followed by an 18-
percent gain in 1971, The strong growth
is being led by manufacturers in the
developed countries,

PL.H.NT and equipment expenditures
by foreign afliliates of U.S. firms are
expected to total $12.5 billion in 1870,
up 16 percent from the final 1969 esti-
mate of $10.8 billion. First estimates for
1971 indicate a further large increase of
18 percent to $14.8 billion. Heavy
spending by manufacturing affiliates in
the developed countries is the most im-
portant factor contributing to the high
level and rapid growth of total spending
in all 3 years.

These findings are based on the most
recent semiannual survey taken by the
Office of Business Economics in June
1970. The survey covers about 500
large U .S, investors with approximately
5,000 foreign affiliates.

Estimates made 6 months earlier (see
the March Survey) indicated a slightly
lower expenditures total for 1969 ($10.6
billion, rather than the $10.8 billion
final estimate); the $0.2 billion revision
mostly reflects the inclusion of large
expenditures by affiliates for which only
yearend data are reported. Expendi-
tures in 1970 were previously expected
to be $12.7 billion, $0.2 billion more
than now estimated; this revision
largely reflects correction of a reporting
error.

The net result of the two revisions
is to reduce the expected percentage
incresse for 1970 to 16 percent from
the 20 percent previously estimated.

The most noteworthy aspect of the
latest findings is that foreign affiliates
plan to continue the steady inecrease
in spending begun in 1969 into both
1970 and 1971, and that they made
no important cut in 1970 spending plans
despite the extreme tightness in eapital
markets both here and abroad. The
need to finanee the high level of spend-
ing planned for 1970, in the face of
tight conditions in capital markets
abroad, probably was a major reason
for the very large outflow of direct
investment funds in the first half of
1970 (reported in “The U.S. Balance

of Payments: Second Quarter 19707,
alsewhere in this issue).

Industry pattern

Large increases in outlays by manu-
facturing affiliates continue this year to
be the primary factor in the overall
erowth of plant and equipment expend-
itures abroad. Spending by manufac-
turing affiliates increased 18 percent
last year to $5.0 billion, and manufac-
turing is expected to lead or equal all other
industry divigions in 1970 and 1971
with planned increnses of 32 percent
and 26 percent, respectively. If current
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expectations nre reslized, outloys by
munufacturing affiliates will reach $8.3
billion in 1971, almost double the 1968
figure. Manufacturers in oll mojor
arens of the world expect to increase
spending in 1970 and 1971, but by far
the strongest expanston iz plamed in
the developed areas, particularly in
Germany and cother countries in the
Ewropean Economic Community.
Manufacturing affilintes in the chemi-
cal industry decreased expenditures 9
parcent in 1969 but expoect gains of 28
percent in both 1970 and 1871. Partiou-
laxly lmze ineroases are planned in
Gormany, ihe Netharlands, and Japan.
Machinery manufacturers expoct to
continue in 1970 and 1971 the broad
expansion begun in 1969. If expecta-
sions nre realized, they will increase
spending by 38 percent fo sbout ¥1.8
billien in 1970 and by 36 percent to $2.4
billion in 1971. {Tho cost of machinery
acquirad or produced by menuiacturing
affiliates for loasing to others, & signifi-
cant factor in the computer manu-
focturing industry abroad, is counted as
part of the affiliates’ capital cxpend-
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itures, 'Thercfore, the very rapid
growth heing registerad in this industry
doms not entirely represent expansion of
plent eopacity.}

Maonufactorers  of  ironsportation
equipment plan reletively modest in-
cronses of 11 percent this yenr and 5
percent in 1971 [ollowing a 29 percent
inrresse in 19868, While QGerman affili-
ntes will lead the expansion, o lnrge rise
is planned for Latin America in 1971
and it will account for betier than hall
of tha 1871 growth in mapufecturing
ontlays in that area.

Affiliates in all othar manufecturing
token together expect bo roaise gutlnys 40
percent this year and 30 percentin 1871,
following a siznble 27 percent sxpansion
lost year. Important within the total
{or this group are lorge incremses Ly
primary ang fobricated metal manu-
factuwrars in the TInited Kingdom and
Austealia and pulp and paper mann-
facturers in Conada.

Affiliates in the petrolevm industry
are the only major group expeciing a
raduction in expenditures this year.
The indicatsd decline of ¢ percent,

September 1570

which follows a 10 parcemt rise last
¥eur, is centered in Libys; outlsys there
tor oil field development are expected to
decline somewhet this veer from the
high leve! reached in the inital devel.
opment stage, and to drop even more
in 1971, Affilistes in Canada, Venezualns,
and the Middle East also expect to
reduce spending in 1971, but latge in-
creases are plonned in Japan as well as
for tonkers so that the industry as o
whole expects a small rss in sxpendi-
tures in 1971.

Affilinies engoped in mining and
smelting sxpect to increase axpenditures
12 percent in 1970, & gain slightly
higher than last year's, to be [ollowad
by o 20 percent increase in 1971 to 4
level of $1.6 billion. Moat of the
expanston in both 1870 and 1971 is ex-
pecied in Cansda and Austrolie. Affil-
intes in the “other indusiry” category
plen increases of 20 percent this yaar
nnd next, down only slightly from the
28 percent rise last year. Increases oare
expected in all areas of the world, with
offiliates engoged in trade cnd lessing
showing the largest pains.
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Geographic pattern

Thao latest survay shows o ¢ontinoa-
tion of the trend toward incroased
emphnsis on investment in the de-
veloped arens. If corrent projoctions
ara roeglized, offiliates  in Woeatern
Europe, Conada, Japan, Avstralin, and
Scuth Afrien will aecount lor 74 per-
cent of totel oxpenditores in 1971, up
from 87 percent in 1998.

Following cutbacks in 1968, spending
by affilintes in Evrope is pxponding ot a
high rate. It jnerensed 20 poreent in
1969 tn 33.7 billion, and is expectod to
inerezase 30 pevcent in 1970 and 25 per-
cent in 1971, te o toial of 6.1 billion.
Affiliates in the European Economic
Community (EEC) show percentage
increases in cach of the 3 years 190871
larger than those in sny other mojor
wrea. They rogistered a 20 pereent
increese in 1969 nnd cxpect gaina of 33
percent this year and 33 percent to
$3.6 billion in 1971. Manufecturing
affilintes in Belgium and Germany are
expected to show the lergest growth in
axpenditores. Affilictes in other Ewro-
pean countries, including the United
Kingdom, increased spending 1% per-
cent in 1969 to §1.7 hillion and cxpoct to
add 25 porcent in 1970, but the growth
rate is expected to deep in 1971 io
approsimntely hall the 1970 rate.

Led by affiliates in the petroleum

Tabklo 3.—Eastimates of Flant ond Egquipment Elpﬂndltur
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industey, outluys in Latin Armerice ross
12 percent to $1.9 billion in 1089.
Expectations are for little change this
voor and 4 madest merease to 320
billion in 1971. The axtractive in-
dustrise, historically the most im-
portont in this aren in terms of both
the lovael and the growth of plant mnd
equipment expenditurss, plan to reducs
spending this yeor omd to hold it at
about the 1970 level in 1871. The
noiwre of plant and equipment expendi-
tures in Latin Americe uppenrs to be
changing., Affiliatas in mnnufncturing,
Ly contrast to those in tho extractive
indusiries, are planping increnses of
7 pereent in 1970 snd 30 percent in
1971, compared to § percent in 1969.
Reflecting this, affliates in the extrac-
tive industries aeeount lor only 46
pereent of the spending planned in
Latin America in 1971, compared with
52 porcent in 1968, whils manufaeturing
offiliates will increase iheir share from
35 porcent in 1868 to 40 percont mn
1971,

In Canaeda, spending incrensed 10
pereent to $2.3 hillion in 1968, largely
dua to oxpansion by manufacturing
affilintes. Tha 16 percent rise expected
in 1970 iz 10 percentoge points smaller
than thet anticipated previously in part
because of less exuheronce in tho
spending plons of monufecturing affil-

duoa mmary of Survoys

Septamber 1070

intes. Expenditures nre expected to
increass 7 pereent in 1971 to $2.9
billion. Manofacturing affilintes, cape-
citlly in pulp and paper, will continue
to be o major factor in spending growth
in 1970 ond 1971,

Affiliatos in "other areas” incrensed
their oxpenditures 15 percent in 1969
to $2.9 billion. & 10 percent increase is
oxpaeted in 1970 and 21 percont in
1971—the later primarily refleobing
large gains in outleys in Japen and
Auetralic.

Tho braakdown of spending acsording
to the country schodules esteblished by
the Office of Foreign Direct Investment
{OFDI} ¢hows a pattern similar to that
deseribed above: nemely, a stronger
expansion in developed than in Jess
developed oreas. Affilintes in scheduls C
countries {most of continential Weatern
Europe and South Africa'} foy which
the control: on capitel outflows arve
stristost, show the lorgest percentage
increases in all 3 yoars covored by the
survay: 18 persont in 1969, 26 percont
thiz year, and 33 percent inn 1971 to &
totnl $4.4 billion.

Tha slowest growth in 1970 snd 1971

n April S‘E.l reclastiind by OFDT tnﬂdmﬂ-
lnhaduh .lLII 11]?0 and l'tﬁl'l doto an ngl:n
izhedale arean roflert Lat o u ., IF I|| I‘I
lﬂ. on schednle C, e appectad 1
wuret by ofMllktes In seordole & conntrion wmld hu.vu h-am
1 peremt insteod of the 35 peroen rmd hero, while e
inerents In sokodula I ecuntrics wauld howo Been 18 posemt
inztead of 3 pareent.

Fovelgn Affliotes of 1.5, Corporations by OFDI Schedule Aren and In-
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in being registered by affliates in
schedule A ¢ountries, primarily less
developed arena for which the eapital
outflowv e¢ontrels are most lenient
Spending by thess effiliates increased 17
pereent in 1964; it iz cxpoectad to show
little change this yesr but to rise 10
peroent in 1971 to $3.2 billion. Expendi-
turez in schedule B countyies, * which
in¢clude the Tnited Kinpdom, Japon,
and Australia, ross 14 percent Inat yoor.
Guins of 22 percent snd 18 percent

SORVEY OF CURRENT BUSINESS

sre expectod Ffor 1070 and 1971,
respeciively, with the totnl renching
$4.1 billion in the Initer yaor.

The large expenditures planned in
developad countries are not lmited by
the direet investment controls under
the OFDT program to the axtent that
such sxpenditures con be financed by
borrowing abroad. Despite the tightness
of overseaz cnpital markets in the firsi
half of 1970, there were evidently no
significant cuts #n sponding lans be-

25

tweenn December 1988, when the
previgus survey was taken, snd June
1970. Thiz may imply expectations on
the part of TLS. parent firms that
capital markets abroad will ease later
in the year, oc that the OFDI program
will be ralaxed. If thess expactstions
area not realized, then vary Iarge
yeorend capital inflows into the United
States will be necessary to meet OFDI
requirements if curreat spending plans
are corried out,

Table 4. —Estimnter of Flant anyl Equipmont Etgd pnditures by Fordgn Manafactuxing and Peteglenny Affliates of U.5, Corporalions by
ected Country—3ommary of Surveys
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